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INTERNATIONAL 
 

 Markit’s global Purchasing Managers’ Index (PMI), measuring global manufacturing 

conditions, increased from 48.8 in October to 49.7 in November. Although below the 
key 50 level which demarcates expansion from contraction, readings above 45 are 
traditionally associated with global GDP growth, the current reading consistent with 
growth of around 2.0-2.5%. The improvement in the global index is attributed to a 
deceleration in the Eurozone downturn and the UK, and a pick-up in growth in 
emerging economies including China, India and Brazil. At the same time Japan’s PMI is 

deteriorating and in the US has shown a mild reversal. However, regional divergences 
should be encouraging, as a non-synchronized global economic cycle reduces the 
potential and likely severity of any global recession.  

 The Chicago Board Options Exchange Market Volatility Index, commonly known as the 
VIX and a popular measure of the implied volatility of the S&P 500 index options, also 
known as the investors’ “fear gauge”, has remained at around the 16 level and below 
its 20-year historical average of 20 for the past 4 months. This “winning” streak is the 

longest in over 5 years and comes in spite of investor concerns relating to the US 
“fiscal cliff”, Eurozone sovereign debt crisis and Middle East unrest. Meanwhile trading 
volumes in volatility index futures increased to an all-time high for the 3rd month in a 
row in November indicating a high level of conviction in the low VIX reading.  

 The US Institute for Supply Management (ISM) index measuring conditions in the 
manufacturing sector fell from 51.7 in October to 49.5 in November below the key 50 
threshold which signals contraction for the 1st time since July. While the decline may 

be attributed to the disruptive impact of Hurricane Sandy, this may only be partly true 
as suggested by the incongruous increase in the production index from 52.4 to 53.7 
and the steeper decline in forward looking indicators, the new orders index from 54.2 
to 50.3 and the employment index from 52.1 to 48.4. The deterioration in readings 
probably has more to do with anxiety over potential fiscal consolidation in 2013 in the 
absence of a break-through in the fiscal policy deadlock. 

 In contrast the US ISM index measuring conditions in the services sector unexpectedly 
increased from 54.2 in October to 54.7 in November, an 8-month high and beating the 

consensus decline to 53.5. The new orders index increased from 54.8 to 59.1 and the 
business activity index from 55.4 to 61.2. The reading is encouraging with the services 
sector including utilities, heath care, housing, construction, finance and retail, 
comprising around 90% of US GDP. The strong data is attributed to the continuing 
recovery in consumer and construction spending.  

 US construction spending increased in October by 1.4% month-on-month the largest 
gain since the 1.7% increase in April. Compared with non-residential construction 
which increased by just 0.3% housing construction increased by 3.0%. Housing 
construction has shown a steady recovery since the start of the year, up 19% year-on-
year and recording an impressive 3-month-on-3-month annualized growth rate of 
29.3%.  

 The ADP payroll survey shows the addition of private sector jobs decreased from 

157,000 in October to 118,000 in November. However, Moody’s Analytics chief 
economist Mark Zandi estimates Hurricane Sandy cut payrolls by around 86,000 which 

if added back to the ADP reading shows a respectable result. The official Labour 
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Department survey due today may show an even more pronounced effect from the 
hurricane as in contrast to the ADP survey which counts people as employed if they 
remain on the payroll, its survey only counts people as employed if they are actually 
paid. According to consensus forecast the Labour Department survey is expected to 
show a 93,000 increase in November payrolls down from 171,000 in October, although 
some economists are forecasting an increase of as little as 50,000. 

 HSBC’s China Purchasing Managers’ Index measuring conditions in the manufacturing 

sector was revised upwards from the initial “flash” estimate of 50.4 to a final reading 
of 50.5 above the 50 mark for the 1st time since October 2011. Meanwhile China’s 
official manufacturing PMI increased from 50.2 in October to 50.6 in November the 
highest in 7 months. All sub-indices showed positive gains with the new orders index 
rising from 50.4 to 51.2 and encouragingly the new export orders index also rising 
from 49.3 to 50.2 above the 50 mark for the 1st time since May. Although encouraging 

there are areas of concern with the employment index falling from 49.2 to 48.7 the 
lowest since January. Moreover, recent improvements are driven entirely by large 
companies. Medium-sized companies have shown negligible improvement while the 
sub-index for small companies fell in November to 46.1 the lowest since May. Small 
and medium-sized companies comprise an estimated 65% of China’s industrial output.  

 The Japan Center for Economic Research economist survey forecasts GDP will contract 
at an annualized rate of -0.53% in the 4th quarter from a previous -0.1%, which 

following the annualized -3.5% contraction in the 3rd quarter would constitute a 
recession. The official definition of recession is 2 successive quarters of economic 
contraction. The growth forecast for fiscal 2014 ending 31st March 2014 remained 
unchanged at 0.17%, suggesting a lack of confidence in recovery prospects. However, 
a return of positive consumer price (CPI) inflation is expected at 2.31% in fiscal 2014, 
putting an end to years of deflation. The increase in CPI is attributed to further 
monetary easing by the Bank of Japan and plans to raise the sales tax from 5% to 

8%. 
 Japan’s official composite index measuring current business conditions fell for a 7th 

straight month from 90.6 in September to 89.7 in October, raising the probability the 
economy will tip into recession in the 4th quarter. However, many economists forecast 
the recession will be mild and short with the economy likely to pick-up by the end of 
the year. Encouragingly, the leading index reflecting the future state of the economy 

increased for the 1st time in 2 months by +0.9 points after falling -1.6 in September 
and beating the +0.8 consensus forecast. 

 Having previously ruled out any form of debt forgiveness, German Chancellor Angela 
Merkel appeared to capitulate to demands from the IMF and other economists that 
some forgiveness of Greek sovereign debt would be necessary. Merkel remarked that 
debt forgiveness may be granted if Greece can achieve a budget surplus once the 
current bailout programme is concluded in 2014. The change in policy greatly reduces 

the probability of Greece’s exit from the Eurozone.  
 The Eurozone economy shrank in the 3rd quarter by -0.1% quarter-on-quarter and on 

a year-on-year basis by -0.6%. This marks the 2nd successive quarter of negative 
growth, the official definition of recession. However, there were some bright spots in 
the data, with household consumption showing a flat quarter-on-quarter reading of 
0.0% compared with -0.4% the previous quarter. The contraction in investment 
spending also slowed down from -1.8% to -0.7%. The reading suggests that the rate 

of decline in Eurozone GDP may be decelerating.  
 The ECB left its benchmark interest rate unchanged at 0.75% as expected but 

reiterated its commitment to the Outright Monetary Transactions (OMT) programme 
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entailing unlimited purchases of distressed sovereign bonds. Although no purchases 
have yet been made the mere prospect of OMT has succeeded in bringing Italian and 
Spanish sovereign bond yields down to manageable levels. However, the ECB lowered 
its forecast for Eurozone GDP growth for 2013 from a previous +0.5% (made just 3 
months ago) to -0.3%. A continued Eurozone recession in 2013 now seems inevitable.  

 

 

SA ECONOMY 
 

 According to the SA Reserve Bank Quarterly Bulletin growth in gross domestic 
expenditure slowed from a quarter-on-quarter annualized rate of 4.9% in the 2nd 
quarter to 3.0% in the 3rd quarter the lowest since the 2nd quarter 2011. The 
slowdown is attributed to a slowing in household expenditure growth from 3.1% to 

2.6% the weakest since the 3rd quarter 2009. The data contained some bright spots: 
In spite of rapid growth in unsecured lending the ratio of household debt to disposable 
income remained unchanged at 76.0% while lower interest rates reduced the ratio of 
debt service cost to disposable income from 6.9% to 6.5%. Growth in gross fixed 
capital formation (GFCF) increased from 7.0% to 7.2%. While growth in private sector 
GFCF remained subdued at 2.8% capital expenditure by general government increased 
23.4% attributed to new road construction and maintenance, water infrastructure and 

informal housing. Investment by public corporations increased 9.3% driven by ongoing 
projects at Eskom and Transnet. Encouraging, the current account deficit remained 
unchanged at 6.4% of GDP below the 6.6% consensus forecast.  

 Total vehicle sales fell from 57,845 units in October to 53,134 in November, a month-
on-month decline of 7.3%. Although total sales for the year to date were up 9.8% on 
the equivalent period last year, the rising trend in sales eased with year-on-year 
growth of 10.5% in October slipping to 7.3% in November. More positively, after 3 

months of weak export numbers total vehicle exports increased 39.5% year-on-year, 
with exports of passenger vehicles increasing 20.3% and exports of commercial 
vehicles by 83.1%. The export data should help reverse the recent deterioration in the 
trade balance. 

 Global advisory firm Deloitte Touche Tohmatsu reports that mining companies 
operating in SA only plan to invest $3 billion in projects over the next 19 years, in 

contrast to $55 billion in Australia and $33 billion in Brazil. The report attributes the 
reluctance to invest to concern over rising costs, potential resource nationalization and 

policy uncertainty, corruption, and skills shortages. While ANC economic policy head 
Enoch Gondwana ruled out the announcement of any nationalization policy at the 
upcoming ANC conference later this month, he did not preclude the announcement of 
increased mining taxation. Any mining tax increase may prompt debt rating agencies, 
which already have SA on “negative watch”, to impose further downgrades during the 

1st quarter 2013.   
 The Mechantec CEO Confidence Index fell from 58.1 in the 3rd quarter to 52.0 in the 

4th quarter the lowest since the 2nd quarter 2009 when SA was last in recession. Of the 
6 sectors measured including basic materials, consumer goods, consumer services, 
financial, industrial, and technology, only the financial sector recorded an increase in 
confidence. The low confidence levels are attributed to political instability, the rising 
trade and current account deficits, corruption and uncertainty over government policy 

and the 2014 election. While weak confidence helps explain low investment and 
employment growth, a positive consequence is the significant increase in the cash 

balance of non-financial companies, estimated by the Reserve Bank at R542 billion. 
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Current cash reserves offer the potential for a significant increase in private sector 
investment once confidence returns.  

 
 
KEY MARKET INDICATORS 
 

   YEAR TO DATE %  

 
JSE All Share  +19.70 
JSE Fini 15  +26.94 
JSE Indi 25  +38.33 
JSE Resi 20  - 2.67 
R/USD   - 7.14 

S&P 500  +12.43 
Nikkei   +12.89 
Hang Seng  +20.70 
FTSE 100  +5.91 
DAX   +27.74 
CAC 40   +13.98 
MSCI World  +11.23 

 
 
TECHNICAL ANALYSIS 
 

 The US dollar failed to break the key $1.22 level versus the euro returning to the 
$1.30 level. The longer-term trend remains dollar weakness.  

 The rand has fallen through successive support levels at R/$ 8.20 and R/$8.60 and 

seems set to weaken further, targeting the R/$ 9.0 level during 2013. It needs to 
return below the key R/$8.00 level to restore medium-term stability. Being the most 
liquid emerging market currency, the rand is a good barometer for global risk appetite.  

 The JP Morgan global bond yield is forming a descending “falling wedge” pattern which 
often signals a trend-reversal. A likely catalyst for the trend reversal is the renewal of 
central bank quantitative easing (QE). The 2 previous US QE programmes both 

triggered a sell-off in bonds as investors switched to so-called riskier assets.   
 The shorter dated R157 SA Gilt has broken lower from its medium-term trading range 

of between 5.5-6.0% to a new trading range of 5.25-5.75%. 
 US and global equity markets have bounced off downside targets and broken above 

key moving averages in the past month suggesting further potential gains in the near-
term. 

 The Nikkei exhibits the most bullish pattern from a technical viewpoint with the recent 

descending “flag pattern” signaling a likely continuation of the recent upward move to 
a potential target of 15,000.  

 The Coppock Curve is a long-term momentum indicator with an excellent track record 
in identifying major market bottoms. It shows that the March 2009 low was a long-
term low unlikely to be broken. 

 The Brent crude oil price is clinging onto the key $108 support level, preserving its 
long-term bull trend.  

 Copper is regarded a reliable lead indicator for industrial commodity prices and 
barometer of global economic growth. It is struggling to remain above the key 
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medium-term uptrend which if broken could signal a strong directional change and 
significant additional downside.   

 The Economist’s world food index is testing key resistance which if broken would 
indicate a continuation of the strong long-term upward trend. The world food index 
has tripled since its base in 1999-2001 and continues to threaten rising global food 
price inflation.   

 Gold needs to regain the key $1750 before scaling the next medium-term target of 

$2000. The risk of a dramatic sell-off is rising following 11 straight years of price 
gains. 

 The All Share index has increased to a new record high but is forming a “rising 
wedge”, a pattern often associated with a change in trend. The index needs to remain 
above its June and July lows of around 32,900 in order to keep the bull trend intact. 
Financials are likely to continue outperforming Industrials which in turn are expected 

to outperform Resources. Small cap stocks still offer good value relative to the All 
Share and likely to continue their outperformance in 2012. In 2011 the Alt-X index of 
small cap stocks increased 42.6% compared with a 0.4% loss for the JSE All Share 
index. 

 
 
BOTTOM LINE 

 
 The US economy is showing the early signs of sustainable economic recovery. Stability 

in the housing market is a key prerequisite: The National Association of Home-Builders 
confidence index is at the highest level since 2006, indicating a further 50% increase 
in new residential construction over the next year. At the same time, with the 
continued recovery in house prices aggregate US home equity is expected to increase 
by close to $800 billion in 2012 and continue rising in 2013.  

 Steady jobs growth and rising home equity adds to consumer confidence which is the 
highest level since 2006. At the same time households are in better financial shape 
with the household debt to disposable income decreasing from a high of 140% in 2006 
to around 110% currently. Meanwhile record low interest rates have brought 
household debt servicing costs to the lowest level in 17 years. 

 A missing ingredient to date has been business confidence. US business investment 

intentions are recording an annualized decline of around 10%, the worst reading since 
2009, based on data from the Philly Fed and New York Fed surveys. This is largely 

attributed to uncertainty caused by the looming “fiscal cliff”, automatic spending cuts 
and tax increases in the absence of political fiscal compromise. However, in the likely 
event that political compromise is reached, investment should bounce back strongly in 
2013. The bounce could be significant with non-financial US companies sitting on a 
record net cash balance estimated in excess of $2 trillion.  


